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Introduction 

Medicare Advantage (Part C or MA) is an alternative way for Medicare beneficiaries to receive 
covered benefits. Under MA, private health plans are paid a per-person monthly amount to 
provide all Medicare -covered benefits (except hospice) to beneficiaries who enroll in their plan. 
Unlike under original Medicare, 1 where providers are paid for each item or service provided to a 
beneficiary, the same capitated monthly payment is made to an MAplan regardless of how many 
or few services a beneficiary actually uses. The plan is at-risk if costs for all of its enrollees 
exceed program payments and beneficiary cost sharing; conversely, in general, the plan can retain 
savings if aggregate enrollee costs are less than program payments and cost sharing. 

Capitated payments to plans are determined, in part, on a benchmark, or maximum payment. 
Benchmarks are updated each year by one or two measures of Medicare spending growth and by 
other adjustments. The Secretary of Health and Human Services (Secretary) published the 
Advance Notice of Methodological Changes for CY2016 capitation rates on February 20, 2015, 2 
in which she provided preliminary estimates of the measures of spending growth used to update 
MA benchmarks, as well as other adjustments and proposals for updating the benchmark rates. In 
the Advance Notice, the Secretary estimated that the two measures of growth would be positive, 
which suggests that benchmarks in 2016 would increase relative to their 2015 levels. However, 
other benchmark and payment adjustments may have a negative effect on plan payments. On 
average, the Secretary estimates the change in revenue resulting from the policies announced in 
the Advance Notice will lower average plan payments by 0.95%. However, after accounting for 
estimated growth in plan risk scores, the Secretary expects average payments to plans to grow 
1.05% relative to payments in 2015. 3 The final CY2016 benchmarks are expected to be published 
on April 6, 2015. 

This report provides a brief background on how M A payments are determined through a 
comparison of a plan’s estimated cost (bid) and the maximum amount Medicare will pay a plan 
(benchmark). The report then discusses how the calculation of the benchmark (or maximum 
possible payment) has changed with the Patient Protection and Affordable Care Act (ACA; PL. 

1 11-148, as amended), and related administrative action. The report then describes some of the 
provisions in the Advance Notice of Methodological Changes for CY2016, which would either 
adjust the benchmarks or make other adjustments, some of which are statutorily specified and 
some of which are at the discretion of the Secretary. The report concludes with answers to a few 
questions on the CY2016 MA payments. 



1 For more information on the original Medicare program, see CRS Report R40425, Medicare Primer. 

2 Centers for Medicare & Medicaid Services, Department of Health and Human Services, “Advance Notice of 
Methodological Changes for Calendar Year (CY) 2016 for Medicare Advantage (MA) Capitation Rates, Part C and D 
Payment Policies and 2016 Call Letter,” February 20, 2015, at http://www.cms.gov/Medicare/Health-Plans/ 
MedicareAdvtgSpecRateStats/Announcements-and-Documents-Items/20 16Advance.html. Although the notice covers 
many topics, this report summarizes only select parts of the notice that address capitation rates for MA plans. 

3 Centers for Medicare & Medicaid Services (CMS), Department of Health and Human Services, “CMS Proposes 2016 
Payment and Policy Update for Medicare Health and Drug Plans,” press release, February 20, 2015, at 
http://www.cms.gov/Newsroom/MediaReleaseDatabase/Press-releases/2015-Press-releases-items/2015-02-20-3.html. 
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Determining Payments to Plans 

As discussed above, MA plans are paid a per-person monthly amount. 4 The Secretary determines 
a plan’s payment by comparing its bid to a benchmark. A bid is the plan’s estimated cost of 
providing Medicare -covered services (excluding hospice, but including the cost of medical 
services, administration, and profit). In general, the Secretary has the authority to review and 
negotiate plan bids to ensure that they reflect revenue requirements. A benchmark is the 
maximum amount the federal government will pay for providing those services in the plan’s 
service area. If a plan’s bid is less than the benchmark, its payment equals its bid plus a rebate. 
The rebate must be returned to enrollees in the form of additional benefits, reduced cost sharing, 
reduced Part B or Part D premiums, or some combination of these options. Starting in 2012, the 
size of the rebate is dependent on plan quality; rebates range from 50% to 70% of the difference 
between the bid and the benchmark. 5 If a plan’s bid is equal to or above the benchmark, its 
payment equals the benchmark amount and each enrollee in that plan will pay an additional 
premium that is equal to the amount by which the bid exceeds the benchmark. 6 Finally, payments 
to plans are risk adjusted to take into account the demographic and health history of those who 
actually enroll in the plan. 7 

The majority of proposed changes for 2016 from the Advance Notice discussed in this report are 
in reference to the benchmark — the maximum possible payment. Any change in an MA 
benchmark could have an indirect effect on plan payments because the benchmark is used in 
conjunction with the bid to determine MAplan payments. For example, if an MA benchmark 
decreases from one year to the next, and the plan bids the benchmark in each year, the plan 
payment would therefore decrease. If a plan had, however, bid below the benchmark in each year, 
the plan payment (the bid plus the rebate) most likely would be reduced, but it could remain the 
same, depending on the size of the plan bid in each year (e.g., the plan’s bid is higher in the 
second year than in the first). If an MA benchmark decreased from one year to the next but the 
plan bid above the benchmark each year, the total payment to the plan (the benchmark plus an 
additional premium from each enrollee) could increase, decrease, or remain the same, depending 
on the plan bid each year. So while proposed benchmark changes affect the maximum possible 
payment from the Centers for Medicare & Medicaid Services (CMS), benchmark changes alone 
do not determine payments. 

Some of the proposed changes for 2016 refer to changes in risk adjustment. After the plan 
payment is determined through the comparison of the bid and the benchmark, the payment is risk 



4 For a more detailed description of the calculation of plan payments, see CRS Report RL30526, Medicare Payment 
Updates and Payment Rates. 

5 The Patient Protection and Affordable Care Act (ACA; P.L. 1 11-148, as amended) benchmark changes made plan 
payments dependent on plan quality for the first time. Plan quality affects payments in two ways. First, it determines 
the size of the rebate when a plan bid is below the benchmark. Second, it increases the benchmark if the plan quality is 
of a sufficient level. For example, in general, in 2016, a 4-star plan that bid below the benchmark would receive a 5 
percentage point quality adjustment to the ACA-determined portion of its benchmark and 65% of the difference 
between its bid and benchmark as a rebate; a 3-star plan that bid below the benchmark would not qualify for a quality 
adjustment to its benchmark but would receive 50% of the difference between the bid and the benchmark as a rebate. 

6 Though plans are required to use their rebate to provide extra benefits, reduce cost sharing, or reduce the Part B or D 
premium, any plan, regardless of whether the bid was above or below the benchmark, can include extra benefits that are 
paid for entirely through a premium increase. 

7 For background information on risk adjustment of MA payments, see archived CRS Report R42134, Medicare 
Advantage Risk Adjustment and Risk Adjustment Data Validation Audits. 
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